
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

IN THE MATTER OF: 

APPLICATION OF KENTUCKY 1 
UTILITIES COMPANY FOR AN ORDER 1 
APPROVING CERTAIN ACCOUNTING 1 
TREATMENT OF AMOUNTS PAID FOR 1 
COAL CONTRACT RELEASE 1 

CASE NO. 10214 

INTERIM ORDER 

On April 6, 1988, Kentucky Utilities Company ('KU") filed an 

application with the Public Service Commission ('Commission") 

seeking approval of its proposed method of accounting for a $14.5 

million lump sum payment to Coal Ridge Fuel, Inc. ('Coal Ridge'), 

as consideration for release from a 1983 coal supply agreement. 

KU proposed to amortize and recover the prepayment of fuel costs 

through the Fuel Adjustment Clause ("FAC"). Approximately $12.2 

million of the $14.5 million payment is Kentucky jurisdictional. 

The intervenors in this case w e r e  the Utility and Rate 

Intervention Division of the Kentucky Attorney General's Office 

("AG")  and the Kentucky Industrial Utility Customers ( " K I U C ' ) .  A 

public hearing was held on August 3, 1988. 

KU negotiated the early release from its Coal Ridge contract 

which was n o t  scheduled to terminate until December 31, 1991. In 

executing the release, KU paid  Coal Ridge $14.5 million and 

e n t e r e d  i n t o  a 12-month Lixed price contract for delivery of 

24,000 tons per month beginning in April 1988. 



The e v i d e n c e  p r e s e n t e d  by KU showed t h a t  by  t e r m i n a t i n g  t h e  

Coal R idge  c o n t r a c t  i t s  c u s t o m e r s  w i l l  r e c e i v e  t h e  b e n e f i t s  of 

lower c u r r e n t  coal prices a n d  an t i c ipa t ed  lower f u t u r e  coal 

prices. KU es t imated  t h a t  t h e  t o t a l  f u e l  cost s a v i n g s  of t h e  coal 

c o n t r a c t  release is a p p r o x i m a t e l y  $27.4 m i l l i o n ,  for a net s a v i n g s  

i n  f u e l  e x p e n s e  of a p p r o x i m a t e l y  $12.9 m i l l i o n  a f t e r  d e d u c t i n g  t h e  

i n i t i a l  prepayment  of $14.5  m i l l i o n .  The p r e s e n t  v a l u e  of t h e  n e t  

s a v i n g s  was e s t i m a t e d  t o  be $10.4 m i l l i o n .  

KU proposed t o  a c c o u n t  fo r  t h e  release by e s t a b l i s h i n g  a 

deferred d e b i t  of $14 .5  m i l l i o n  i n  Account  186, Deferred Debits .  

KU t h e n  would c h a r g e  t h e  buy-out  Cost, a m o r t i z e d  over t h e  44  

months r e m a i n i n g  l i f e  of t h e  c o n t r a c t ,  t o  Account  151, F u e l  Stock,  

f o r  i n c l u s i o n  i n  t h e  mon th ly  FAC c a l c u l a t i o n .  KU stated t h a t  its 

customers w i l l  receive t h e  b e n e f i t s  of reduced f u e l  costs th rough-  

o u t  t h e  r e m a i n i n g  l i f e  of t h e  c o n t r a c t ,  t h e r e f o r e ,  r e c o v e r y  of t h e  

buy-out costs o v e r  t h a t  s a m e  period is proper and  e q u i t a b l e .  

N e i t h e r  t h e  AG n o r  KIUC opposed  KU's buy-out of t h e  C o a l  

R i d g e  c o n t r a c t  and  n e i t h e r  i n t e r v e n o r  objected to  KU's proposed 

a c c o u n t i n g  t r e a t m e n t  for t h e  r e c o v e r y  of t h e  $ 1 4 . 5  m i l l i o n .  

However, bo th  t h e  AG and  KIUC a r g u e d  t h a t  t h i s  case s h o u l d  be h e l d  

i n  abeyance until Case 9631, An Investigation Into The Fuel 

Procurement  P r a c t i c e s  O f  Kentucky U t i l i t i e s  Company, is comple t ed .  

Tho i n t e r v e n o r 6  arguod t h s t  a decioion i n  this case i r  d e p e n d e n t  

upon t h e  Commission 's  f i n a l  r u l i n g  i n  Case No. 9631 on t h e  

prudency  of t h e  o r i g i n a l  c o n t r a c t .  However, as an a l t e r n a t i v e ,  
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the intervenors suggested that approval of KU's request be granted 

on an interim basis subject to refund pending the final outcome of 

Case No, 9631. 

KU contended that the issues in this case are essentially 

identical to the issues in Case No, 8921, Application Of Big 

Rivers Electric Corporation For An Order Approving Certain 

Accounting Treatment Of Amounts Paid For Coal Contract Amendment, 

in which the Commission approved recovery of a prepayment through 

the PAC. KU a160 argued that an Order approving recovery in this 

case need not be subject to refund, so long as the Order is 

without prejudice to the investigation pending in Caae No. 9631. 

The Commission finds the issues in this case to be quite 

similar to the issues in Case No. 8921, but not identical. This 

case represents a buy-out of a contract, whereas Case No. 8921 

involved a "buy-down" to reduce future prices. The Big Rivers' 

contract amendment secured a long-term source of coal from the 

existing supplier, while the buy-out in this instance puts KU in 

the market to purchase coal from several potential suppliers. 

Despite these differences, there are significant similarities 

and rea8on8 for approving KU's proposed accounting treatment and 

recovery through the FAC. The $14.5 million represents a 

prepayment of fuel costs for the purpose of obtaining a current 

and future reduction in fuel expense; the buy-out results in an 

immediate benefit to K U ' s  customers which will continue through 

the remaining life of the contract; and denial of 
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the proposed recovery would t e n d  to discourage utilities fran 
a t t e m p t i n g  t o  negotiate for lower r a t e s  and prices i n  e x i s t i n g  

c o n t r a c t s .  The Commission, t h e r e f o r e ,  is of t h e  opinion t h a t  KU's 

p r o p o s a l  s h o u l d  be approved .  

I n  a p p r o v i n g  recovery of costs a s s o c i a t e d  w i t h  t h i s  

p a r t i c u l a r  c o n t r a c t  buy-out ,  the Commission is not e s t a b l i s h i n g  a 

p r e c e d e n t  whereby t h e s e  t y p e  costs can a u t o m a t i c a l l y  be p a s s e d  

through t h e  PAC. C o n t r a c t  buy-outs  ( a n d  buy-downs) differ i n  

terms and c i r c u m s t a n c e s .  Such costs can be d e t e r m i n e d  as 

appropriate for  PAC r e c o v e r y  o n l y  a f t e r  review of a formal 

a p p l i c a t i o n .  

The Commission is not persuaded, however, by KU's argument 

t h a t  a p p r o v a l  and r e c o v e r y  s h o u l d  n o t  be s u b j e c t  t o  r e f u n d .  We 

i n t e n d  t o  i n s u r e  t h a t  KO's c u s t o m e r s '  r i g h t s  and interests remain 

fully protected pend ing  t h e  outcome of Case No. 9631. Therefore, 

t h e  j u r i s d i c t i o n a l  amounts r e c o v e r e d  by KU t h r o u g h  t h e  PAC for the  

a m o r t i z a t i o n  of the lump sum payment to Coal Ridge ehould be 

collected s u b j e c t  t o  r e f u n d .  

FSNDINGS AND ORDERS 

The Commission h a v i n g  c o n s i d e r e d  t h e  e v i d e n c e  of record, is 

of the  o p i n i o n  and f i n d s  t h a t :  

1. The $14.5 m i l l i o n ,  a p p r o x i m a t e l y  $12.2 m i l l i o n  Kentucky 

j u r i s d i c t i o n ,  paid by KU is in effect a prepayment  of f u e l  costs 

to obta in  c u r r e n t  and f u t u r e  coal marke t  price b e n e f i t s  for its 

c u s t o m e r s ,  and ,  therefore,  t h e  FAC r e g u l a t i o n ,  807 KAR 5:056,  

provider for the recovery of 6uch e prepayment. 

-4- 



2, KU should amortize the prepayment over a period of 44 

months for recovery through the  FAC beginning in October 1988 and 

continuing through May 1992. 

3. The amounts collected by KU through the FAC for the 

amortization of the jurisdictional portion of the $14.5 million 

prepayment are subject to refund pending the outcome of Case No, 

9631. 

The above findings are HEREBY ORDERED. 

Done at Frankfort, Kentucky, this 7th day of October, 1988. 

PUBLIC SERVICE COMMISSION 

ATTEST8 

Executive Director 


